Structure of proposed GST Regime

· The GST shall have two components: 

· One levied by the Centre (hereinafter referred to as Central GST), and 

· The other levied by the States (hereinafter referred to as State GST). 
· It is recommended that the following Central Taxes should be, to begin with, subsumed under the Goods and Services Tax:

· Central Excise Duty, Additional Excise Duties, Service Tax, CVD, Special Additional Duty of Customs - 4% (SAD), Surcharges, and Cesses.

· Following State taxes and levies would be, to begin with, subsumed under GST:

· VAT / Sales tax, Entertainment tax, Luxury tax, State Cesses and Surcharges in so far as they relate to supply of goods and services.

· Entry tax not in lieu of Octroi.

· Purchase tax: only if adequate and continuing compensation provided to levying States.

· Levy 

· In the year of introduction (i.e. 1st April, 2011)
· Lower rate on goods will be CGST 6% + SGST 6% = 12% 

· standard rate will be CGST 10% + SGST 10% = 20%

· whilst the services will be charged at CGST 8% + SGST 8% = 16%
· Inter-State Transactions of Goods and Services- Centre would levy IGST which would be CGST plus SGST on all inter-State transactions of taxable goods and services.
· Credit Utilization

· Taxes paid against the CGST shall be allowed to be taken as input tax credit (ITC) for the CGST only. The same principle will be applicable for the SGST.

· Cross utilization of ITC between the Central GST and the State GST would not be allowed except in the case of inter-State supply of goods and services under the IGST model.

· SGST, CGST & IGST can be utilized for payment of IGST and similarly IGST can be utilized for payment for SGST & CGST

· There will also be a special rate for precious metals and a list of exempted items.
· Exports would be zero-rated.
· Both CGST and SGST will be levied on import of goods and services into the country. 
· This dual GST model would be implemented through multiple statutes (one for CGST and SGST statute for every State).
· Each taxpayer would be allotted a PAN-linked taxpayer identification number with a total of 13/15 digits.
· The basket of petroleum products, i.e. motor spirit and HSD would be kept outside GST as is the prevailing practice in India. A final view whether Natural Gas should be kept outside the GST will be taken after further deliberations.
Likely Impact of Proposed GST Regime

Likely Benefits:

· CST tax on inter state purchase, which presently is non-creditable, will be available

· Physical forms viz. C/F/H/402/403 Forms are expected to be dispensed

· Consignment transfers made for purpose of benefitting the customer by way of charging Local Sales Tax to enable credit to him, will not be required.

· All above is also likely to result into reduction in administrative cost

Issues:

· SAP - currently the eligibility of cenvat credit is configured on the basis of material codification. Creation of new tax-codes and customers registration nos. under new acts.

· Need to educate/ update the suppliers/customers to obtain registration and incorporate the modalities of GST

Likely losses (considering the current restrictions not removed):

· No VAT credit for following products

· Lignite, Diesel

· Blocking of higher fund in case of capital goods (VAT utilised when goods are put to use)

· No excise duty credit on 

· Petrol, Diesel, Cement, Steel

· Any input/ capital goods used outside factory premise

· Higher blockage of funds in case of capital goods due to provision of availment of 50% duty credit in first year of procurement

· No Service Tax eligibility on- 

· Outward freight for sale (from factory/depot)

· Higher outflow on account of inward/outward freight, export commission payment

· Sales to customers not availing cenvat credit – cost will go up

